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Adecnteane of Forme Planning 
Of Investments Explained 


By SHELDON JONES and WILLIAM F. RAU 


Senior Students in Business Administration, University of Oregon 


One of the fundamental problems of investment policy 
is that of adapting the investment program to individual 
needs. What are the circumstances of the investor? What 
are his objectives? What are his preferences? “Circum- 
stancs,” of course, refer to his financial worth and his in- 
come in relation to his living expenses. How permanent is 
his income? How pressing are the demands upon that in- 
come? What financial reserves exist? What is the age of 
the investor and those dependent upon him? These ques- 
tions have to do with “circumstances.” Investment policy 
should be directed to serve the 
needs and aspirations of the invest- 


area Study Appraises *T rend 
Of Employment in Oregon 


The Pacific Coast Board of Intergovernmental Relations 
is composed of Federal, state, and local government ofh- 
cials in Washington, Oregon, and California. The govern- 
ors, representatives of the leagues of cities, chairmen of 
the state commissions on interstate cooperation, and men 
from several Federal department offices located on the Pa- 
cific Coast constitute the rather loose membership. 

One of the activities of the board is the preparation of an 
economic survey of the Pacific Coast states through its 
Economics Technical Committee, which is under the chair- 
manship of V. B. Stanbery of the United States Depart- 
ment of Commerce field office in San Francisco. The other 
members of the committee are Dr. Nathaniel Engle, direc- 
tor of the Bureau of Business Re- 
search, and Professor George Ship- 





or and not vice versa. Investors in 
different circumstances and with 
different objectives therefore place 
varying degrees of emphasis upon 
(1) conservation of capital, (2) in- 
come, and (3) appreciation or 
profit. 

The varying circumstances and 
needs of investors call for varying 
proportions of what have come to 
be known as aggressive and defen- 
sive investments. Aggressive securi- 
ties or investments are those which 
emphasize the possibility of appre- 
ciation or capital gain. Inevitably a 
larger risk element is involved. Defensive securities or in- 
vestments are those which emphasize conservation of capi- 
tal and near certainty of continued income return, but 
with little or no opportunity for appreciation. 

In general, common stocks are regarded as aggressive 
and high-grade bonds as defensive. Real estate in a 100 
per cent retail district under a long lease to a responsible 
tenant would be regarded as defensive, while nonincome or 
speculative real estate would be regarded as aggressive. 
Sometimes these groups are referred to as “fixed income” 
(defensive) and “variable income” (aggressive) , although 
for several reasons these terms are not entirely accurate. 

The essence of investment policy is proper arrangement 
of the portfolio between defensive and aggressive invest- 
nents in view of circumstances and needs of investors. 

A proper proportion of defensive investments for one 
investor is not a proper proportion for another investor, 
if circumstances and objectives vary. And what is a proper 
proportion of defensive securities for a particular investor 
at a given time is not a proper proportion for the same in- 
vestor at a different time. The circumstances and objectives 
of investors may change over the years; where this is the 
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man, both of the University of 
Washington; Major Roy Bessey of 
the Department of the Interior in 
Portland; Dean Victor P. Morris of 
the University of Oregon; and a 
representative of the state of Cali- 
fornia. Up to the present time no 
funds have been obtained to pro- 
vide staff assistance, so that the 
work is necessarily being conduct- 
ed as a sideline by the cooperating 
agencies. The people engaged in 
this work hope that, by pointing 
out the economic strengths, weak- 
nesses, needs, vulnerabilities, po- 
tentialities, and prospects of the region, they can contribute 
to the well being of the people in the three coast states. 
The idea of an economic survey took shape when Mayor 
Fletcher Bowron of Los Angeles stated, at the September 
1947 meeting of the P.C.R.1.R., that he helieved more ac 
curate information must be obtained about the character, 
earning capacity, and employment intentions of the new 
people flooding into the West. “Since we cannot even 
guess,” he said, “without some factual basis, we cannot 
work out long-range master plans for our cities.” The 
project which resulted from his suggestion is divided into 
three parts: (1) a population study, (2) a labor-force ard 
employment study, and (3) an income-payments study. 
Each of these is being made separately for the three Coast 
states individually. In Oregon, the population study is be- 
ing made by Professor Elon H. Moore of the Department 
of Sociology of the University of Oregon; the employment 
study by Virgil Sexton, supervisor of research and statis- 
tics for the Oregon Unemployment Compensation Com- 
mission, and Dr. Wesley C. Ballaine, director of the Bureau 
of Business Research of the University of Oregon; and 
the income study by Professor Paul Ellis, Department of 
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Regional Study Appraises Trend 
Of Employment in Oregon 


(Continued from page 1) 


Economics, University of Oregon. The present article is 
the employment study. 

It is impossible to treat changes in population and 
changes in employment competely independently. A grow- 
ing aumber of opportunities for employment normally at- 
tracts additional population and a growing population it- 
self provides many additional employment opportunities, 
especially in the service fields. Nevertheless, this economic 
survey treats the two as though they were unrelated, the 
population study and the employment study being made 
independently. The reason for this procedure is that there 
is considerable apprehension that the population of the 
Pacific Coast states may increase at a rate greater than the 
employment increase. If this should occur, it would mean 
eventual permanent unemployment. The purpose of this 
paper is to ascertain as nearly as possible the volume of 
employment in 1960, a date selected arbitrarily. The popu- 
lation study will estimate the population the same year. The 
two will then be put together to see how they compare and 
whether or not deliberate expansion of job opportunities 
is called for. It is pertinent to observe here that the Oregon 
population study makes high, medium, and low estimates 
for 1960. The medium estimate shows a 30 per cent in- 
crease over the 1948 population. 

There are several reasons for fearing that Oregon’s pop- 
ulation growth in the relatively near future may tend to be 
greater than the employment opportunities can support. 
Basically, Oregon’s developed resources are not rich and 
varied. An important limiting factor upon industrial 
growth is the fact that there is presently no unused sur- 
plus of electric power for new factories or expansion of 
existing plants, nor is there an economical substitute for 
electric power; this fact has already seriously impeded 
business growth and will continue to do so for five years 
and possible more; a second limiting factor is the dwind- 
ling of our timber reserve; a third is the fact that we lack 
much in the way of mineral resources; and a fourth is the 
absence of substantial amounts of locally controlled capital 
available for local investment, which makes the financing 
of some opportunities more difficult because of dependence 
upon capital from sources outside the state. 

The basic data for employment analyses come from two 
sources, the decennial census and the estimates of the Ore- 
gon labor force made by the State Unemployment Compen- 
sation Commission. These latter data are based both on 
unemployment-compensation payments made by employ- 
ers for covered workers and on information collected by 
the commission regarding uncovered workers. Because the 
1940 census figures cover employment in March of that 
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year, the Unemployment Compensation Commission’s es- 
timates of the labor force for March of each subsequent 
year through 1948 have been used. Since the Unemploy- 
ment Compensation Commission has not made estimates 
of the labor force prior to 1940, the only years for which 
strictly comparable data exist are from 1940 through 1948. 
This period includes all of the war years; but Oregon’s 
economy was not greatly altered by the war except for 
shipbuilding, so that these years are reasonably suitable 
for use as a base for projection. 

The method used in this study for forecasting employ- 
ment in 1960 is to take the March figures by the subdivi- 
sions given in the census and Tre Oregon Unemployment 
Compensation Commission data from 1940 through 1948, 
and ascertain the trend by the “least squares” method. The 
annual increment of the trend is then projected to 1960. 
This figure is not defensible in every instance; it may be 
clear that the past trend will probably not be continued into 
the future; therefore, it may be desirable to edit the pro- 
jected 1960 figure so that it is reasonable. Since only March 
figures are used in computing the trend, the 1960 estimate 
is also for March. 

A short digression should be made concerning the na- 
ture of the 1960 estimate, whether edited or not. Since only 
March figures are used from 1940 through 1948, the prob- 
lem of seasonal variations in employment is avoided. Fur- 
thermore, both business-cycle fluctuations and such non- 
rhythmic variations as strikes, drought, and unusual gov- 
ernmental economic policies are eliminated by the projec- 
tion technique used. Another major omission is the pres- 
ent power shortage; this study assumes that by 1960 the 
supply of electric power will be adequate and that the 
stunting effects of the shortage now and in the next few 
years will have been offset by rapid expansion. This is not 
a wholly defensible assumption. It follows that the March 
1960 figure is the average, or normal, volume of employ- 
ment which now appears possible, but excludes substantial 
variations due to the business cycle and other fluctuations 
that will actually be present. The unemployed and mem- 
bers of the armed services are excluded from all totals. 

The categories into which employment in Oregon is di- 
vided are: (1) agriculture, forestry, and fishing; (2) min- 
ing; (3) food processing; (4) manufacture of lumber and 
basic timber products; (5) manufacture of paper and 
allied products; (6) manufacture of textiles and apparel; 
(7) manufacturing not included in (3), (4), (5), and 
(6) above; (8) transportation, communication, and pub- 
lic utilities; (9) wholesale and retail trade; (10) finance, 
insurance, and real estate; (11) service industries; (12) 
government and not elsewhere classified. 


Agriculture, Forestry, Fishing. Unfortunately, it is 
not possible to segregate the basic data to show separate 
totals for these three economically unrelated employment 
categories. However, there is no question about the great 
predominance of agricultural workers. 


AGRICULTURE, FORESTRY, AND FISHING EMPLOYMENT 
Number of Workers 





























1960 (projected). 
Annual! trend increment 
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The figures are seasonally low, since March is a light 
month for agriculture and fishing. However, it should be 
ept in mind that the 1960 forecast is for a seasonally low 
point in that year also. There seems to be no good reason 
for anticipating a substantial expansion in commercial 
fishing during the next decade. On the other hand, it does 
appear likely that agriculture will expand. This will be due 
primarily to the tendency toward more intensive farming, 
an increase in dairying, specialty crops, etc., which will be 
stimulated by progress on the Willamette Valley flood-con- 
trol program. In the absence of any future developments 
known by makers of this analysis, it seems reasonable to 
assume that the average annual increment of 2,000 per year 
is more probable than any other figure foreseeable at the 
present time. This will mean a total employment of 113,000 
in this classification in March 1960. 


Mining. There is little to say about mining in Oregon. 
The type of “mine” in which most workers are employed 
is a sand and gravel pit. During the war there was great 
expansion in mines producing mercury, and some workers 
were employed in obtaining chrome. Both of these have 
since collapsed. 

MINING EMPLOYMENT’ 


Number of Workers 


3.000 

» O00 

1942 : : pencoe , ; 2,700 
Ses Aiiacchniasscemebebon nae ee oe 
1944 1,500 
1945 1.100 
1946..... 1.400 
1947... 1,400 
1948.. ities ea 1,600 
1960 (projected) ees Staines 2,400* 

* This is an edited figure. The mathematically computed value for 1960 
shows no employees—hased on an annual trend increment of a minus 230. 

It seems reasonable to suppose that the sand and gravel 
(sometimes called “road metals”) employment in 1960 will 
be considerable higher than that existing today because 
of more construction. A total of about 2,400 seems defen- 
sible. 

The possibility of other types of mining employment be- 
coming more important should not be ignored. The most 
probable would appear to be gold mining, which has ac- 
counted for considerable employment in prewar years. 
Furthermore, there are sources of alumina in Oregon; but 
it is not yet clear that it is economically practical to ex- 
ploit them. Small deposits of many other ores also exist. Un- 
fortunately, the future employment opportunities in such 
developments is too “if-fy” to be included in a serious esti- 
mate. On the other hand, the figure of 2,400 seems a little 
low, since it does not make sufficient allowance for possible 


expansions in many phases of mining. 


Construction. The construction industry covers a wide 
assortment of projects: houses, highways, reclamation pro- 
jects, factories, dams, and office buildings, to name just a 
few. The degree of activity in the industry is quite closely 
related, in the longer run, to the total population of the 
state, and is not subject to such definitely limiting factors 
as are mining and lumbering. However, the great expan- 
sion in construction during the past three years has been 
due in part to deferred demand that is already showing 
some signs of being satisfied. The mathematically com- 
puted value of 56,000 appears somewhat high. A total be- 
tween 45,000 and 50,000 seems more reasonable; 48,000 
has been used. This is an increase of 26 per cent between 
1948 and 1960, which is slightly less than the 30 per cent 


increase shown in the medium population estimate. When 
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we remember the great volume of construction that has 
heen completed since 1940, this means a continued rapid 
expansion of new construction. 


CONSTRUCTION EMPLOYMENT 

Year Number of Workers 
1940 n 21,000 
1941 snniatbeiieet , en. ae 
1942.... 34,000 
1943 39,000 
30.000 
26,000 
35.000 
34 000 
(projected) ian . 18,000 

his is an edited figure. The mathematically computed value for 1960 

based on an annual trend increase oi 1,500. 


Food Processing.' Employment in this industry is high- 


lv seasonal. /Viare 


\ ii being one of the low months of the year: 
the September total is about twice as high. Presumably 
the industry will remain as seasonal in the next decade as 
it has in the past, so that the March 1960 figures can be 
doubled to give the autumn employment in that year. 


FOOD-PROCESSING EMPLOYMENT 


i 
lY 
1945 
194 
194 
, 

i 

j 


‘7+ 
: ; 
/ 


“! | 
60 (projected)............ 
Annual trend increment 

The expansion of frozen-food plants has been more spec- 
tacular than growth in other phases of the industry during 
the last decade, but cannery facilities have also increased. 
lf the same increase is to be maintained in the next decade. 
there will need to be continuous and substantial invest- 
ments in new concerns or enlargements of old ones. How- 
ever, a figure of 23.500 in March 1960 seems reasonable. 


Lumber and Basic Timber Products. The statistical 
for the employment in this industry are given below. These 
figures include not only sawmills and logging operations, 
but also plywood plants, and other manufacturing con- 
cerns using lumber as their principal raw material. 

LUMBER AND TIMBER BASIC PRODUCTS EMPLOYMENT 


Year 
1940 


Number of Workers 





_ _* This is an edited figure. The mathematically computed value for 1960 
is 101,000——-based on an annual trend increment of 2,700. 


It will be observed that the great increase in employ- 
ment in the industry did not occur until after the end of 
the war. By the last quarter of 1948, however, the opera- 
tions of the lumber industry had resumed their seasonal 
character and further rapid expansion of output does not 
now appear imminent. Apparently the postwar growth of 
the lumber industry has about run its course. For this and 
other reasons, it does not appear at all likely that there will 
be the 101,000 workers in the industry in 1960, which the 
mathematical projection indicates. 





! Specific possibilities for the future growth of Oregon manufac- 
turing of all kinds, including food processing, lumber, metals, etc., 
are discussed by Chester K. Sterrett, “Opportunities for Expansion 
of Oregon Industry Surveyed,” Oregon Business Review, Jan. 1949, 
p. l. 
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A long-term forecast of the future of the lumber industry, 
with any degree of accuracy, is impossible. Obviously, Ore- 
gon’s timber resources are insufficient to permit their ex- 
ploitation at the present rate indefinitely. In 1909 the state 
had 642 billion feet of standing timber, in 1942 the avail- 
able saw timber was 353 billion feet, and in 1948 it had 
declined to 322 billion. In 1960 there will be comparatively 
little timber standing on land not subject to sustained yield. 
Both the National Forests and the O. and C. lands are com- 
mitted to this policy, and many of the larger mills are 
managing their timber holdings in order that they may ob- 
tain timber from them in perpetuity. It is estimated that 
by 1960 only a quarter of the mills of western Oregon will 
have an assured supply of timber. The trend is strongly 
in the direction of fewer and larger mills. A reduction in 
the cut of timber is inevitable, and will occur prior to 1960 
unless the cutting of overripe timber postpones for a few 
years the reduction of the stumpage annually available. 

As an offset to this tendency toward less employment in 
the industry, the remanufacturing of lumber will probably 
expand considerably because of the increase of population 
not only in Oregon, but in California and Washington as 
well. This growth of population will make much remanu- 
facturing economically possible; it is now cheaper to ship 
unfinished lumber to the eastern consuming markets and 
perform the remanufacturing operations there than to pay 
the higher freight rate on furniture, doors, etc. produced 
here. The trend toward use of what has previously been 
considered waste will also tend to increase employment. 

The number of dollar of invested capital per worker is 
comparatively low in sawmills and logging camps and 
much higher in remanufacturing plants. Thus a substantial 
expansion of remanufacturing facilities may mean a much 
less increase of employment than one might expect. 

It is with considerable trepidation that the figure of 
80,000 is advanced for employment in the lumber and 
woodworking industries for 1960. This is 10,000 below the 
peak figure so far attained (autumn of 1948). 


Paper and Allied Products. Although the amount of 
capital invested in Oregon pulp and paper mills is large, the 
number of employees is relatively small. In other words, it 
is a highly mechanized industry. Despite the fact that we 
may expect substantial expansion in facilities, an annual 
increase of 130 workers seems fairly reasonable, giving a 
total employment of 6,500 in 1960. 

PAPER AND ALLIED PRODUCTS EMPLOYMENT 


Number of Workers 
3,600 
































1960 (projected) 
Annual trend increment 








Manufacture of Textiles and Apparel. This classifi- 
cation includes principally woolen mills and manufacturers 
of clothing. Oregon has a long and interesting history as 
a producer of wool, woolen cloth, blankets, etc., and con- 
tinued increase of the production of cloth and blankets for 
sale in the East and Middlewest seems probable. And, with 
the growth of a nearby market in the Pacific Coast states, 
more finished garments will be made for local use. In fact, 
Portland is already a well-established center for the pro- 
duction of certain types of apparel. 
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An annual increase of 250 workers during the next 11 
years, with a 1960 total of 9,500, seems fairly reasonable. 


TEXTILE AND APPAREL EMPLOYMENT 


Number of Workers 





























1948... 
1960 (projected) 
Annual trend increment 














Other Manufacturing. The number of employees in- 
cluded in this classification during the war was high be- 
cause of the many shipyard workers. Furthermore, there 
was at that time considerable additional manufacturing 
that was directly related to the war effort—such as the 
manufacture of marine engines. It is clear that the war 
created an unusual situation as far as “other manufactur- 
ing” is concerned, and that the mathematically computed 
figure of 57,000 for 1960 is of no value. 

The following appears to be a better technique for pro- 
jecting the 1960 employment volume. For practical pur- 
poses, there was no production of war goods in Oregon in 
1940 and by 1948 there was again none. The increase be- 
tween these two years was 8,000, or a little less than 1,000 
a year. By taking the average increase between these two 
years, the annual peacetime expansion of “other manufac- 
turing” employment is approximated. Assuming that the 
resultant 1,000 workers per year increase is reasonable, a 


total of 41.000 is indicated for 1960. 


OTHER MANUFACTURING EMPLOYMENT 


Number of Workers 




















1960 (projected).................. ESAS A tht! ED EIA 41,000* 


* This is an edited figure. The mathematically computed value for 1960 
is 57,000—based on an annual increment of minus 160. 


The future extent of expansion of “other manufactur- 
ing” facilities depends to a considerable extent upon the 
availability of large blocks of additional cheap power. 
Hopes for the growth of the electrochemical and light- 
metals industries, for example, are based upon hopes for 
an expanding supply of power. 


Transportation, Communications, Public Utilities. 
Employment in these classifications has increased enorm- 
ously during and since the war. A continued growth at 
the rate of 2,500 additional new jobs each year would be 
surprising although the increase since 1940 has been suf- 
ficiently uniform to make this seem possible. In the absence 
of any good reason to the contrary, employment of 79,000 
in March 1960 is allowed to stand. 

TRANSPORTATION, COMMMUNICATIONS, AND 
PUBLIC UTILITIES EMPLOYMENT 


Year Number of Workers 
31,000 
32,000 
33,000 
































1960 (proyected’) 


Annual trend increment 
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Wholesale and Retail Trade. This is a category that 
is largely dependent upon the population and income of 
the market. Employment in the industry has increased each 
year since 1940, with a marked acceleration since the end 
of the war. An increase of one-third between 1948 and 1960 
seems more reasonable, in the light of the prospective popu- 
lation increase, than the 54 per cent indicated by the “least 
squares’ projection. 

WHOLESALE AND RETAIL TRADE EMPLOYMENT 
Year Number of Workers 
1940. 


1941... 
1942 


























1960 (projected) 


* This is an edited figure. The sutheiashediin computed wctat for 1960 
is 185,000—based on an annual increment of 6,000. 


Finance, Insurance, and Real Estate. The data for 
these three somewhat unrelated classifications are not 
available separately. However, they no doubt fluctuate to- 


gether. The figure of 23,800 for 1960 appears reasonable. 
FINANCE, INSURANCE, AND REAL ESTATE 
EMPLOYMENT 

Year Number of Workers 
as ; 11,800 

1941. — 12,200 

1942 . 12,800 
1943... 12,600 
1944......... 13,500 

a 13.500 
FE APS! AE SRT Oa a 

1947 spapandind 16.300 

1948 , . 16,800 

1960 (projected)... seutcbesvassaneves ndtenhéecinuaiin 23.800 
yo trend increment................... cael 600 








Service Industries. It would seem that the 124,000 
workers indicated by mathematical formula for 1960 is too 
low for this classification. Numerous studies indicate that 
service employment is growing more rapidly than popula- 
tion. Should our population in the future include a larger 
percentage of retired persons, the service industries may 
well grow much more rapidly than any other type of em- 
ployment. 


SERVICE INDUSTRIES EMPLOYMENT 


Year Number of Workers 

1940........ 

194] 

ES 

SEAR 

1944 

1945 2 

tS OE 

1947 

1948 3, 

1960 (projected). 135,000* 

* This is an edited figure. The mnathometeary ’ computed value for 1960 

is 124,000-—based on an annual increment of 2,500 


Government and Miscellaneous. The tendency is for 
government employees to increase more rapidly than popu- 
lation. Oregon has had an acute shortage of teachers and 
other employees at local-government levels. A total of 
40.000 in 1960 seems much more reasonable than the 
27.000 derived by mathematical extrapolation. 

OVERNMENT AND 
NOT ELSEWHERE CLASSIFIED EMPLOYMENT 


Number of Workers 


21,000 
22,000 






































948. és 
1960 (projected) 
* This is an edited figure. The mathemetionly computed value for 1960 
is 27,000—based on an annual increment of 200. 
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Recapitulation. The following table summarizes the 
data presented in the preceding discussion: 


March 1940 March 1948 March 1960 

Industrial description (projected) 
Agriculture, forestry, panei 73.000 

ining 3,000 
Construction... 21.000 
Food processing... 9,600 
Lumber & basic timber prod 44,000 
Paper & allied prod 3,600 
Textile & apparel. 3,900 
Other mig 21,000 
Transport., comm., & pub. utilities...... 31.000 
Wholesale & retail trade 74,000 
Finance, insur., real estate. 11,800 
Service industries 
Gov't & not elsewhere cl 





























Totai......... oN ee Fe ef __...... 390,900 563,700 761,700 


It should be pointed out that Oregon’s two basic indus- 
tries are agriculture and lumber. All other employment is, 
to a considerable extent, derived from these two primary 
income producers. Should the estimates of 1960 employ- 
ment for either lumber or agriculture, or both, be sub- 
stantially off, the likelihood is that most of the other cate- 
gories would also be affected. It is possible that, if these two 
basic industries do not expand sufficiently rapidly, a frank 
recognition of the problem may permit conscious steps to 
be taken to develop adequate employment substitutes. 

Moreover, the biggest single obstacle to business expan- 
sion at present is the disappearance of large blocks of avail- 
able low-cost electrical energy. If this obstacle is not soon 
eliminated, the expansion indicated cannot be realized. 

In conclusion, it appears that employment opportunities 
in Oregon will tend to increase between now and 1960 
slightly more rapidly than the tendency of population to 
increase. The medium estimate for population increase is 
30 per cent: and the employment increase shown in the 
table above is 35 per cent. The interaction of these two 
tendencies requires considerable additional study. 





Advantages of Formula Planning 
Of Investments Explained 


(Continued from page 1) 


case, appropriate changes in investment policy are indi- 
cated. 

Moreover, what is a proper proportion of defensive se- 
curities for a particular investor at the peak of a specula- 
tive boom is not the proper proportion after a long busi- 
ness decline. But no one has yet formulated a reliable and 
foolproof method of identifying the bottoms and tops of 
business movements, and from the nature of things it is 
improbable that such a method will ever be formulated. 
Nevertheless, it is clear that an investment portfolio ought 
to be adjusted to the major swings of the business and se- 
curity cycle. 

The traditinal method of investment timing has been the 
“buy and hold” system. This means that the investor buys 
securities and holds them regardless of the fluctuations in 
the market. Needless to say, this method prohibits many 
possible gains that might be made by selling securities 
when their prices are high and their yields low and by 
buying when prices are low and yields high. 

In order to overcome this basic disadvantage, many 
theories of market forecasting have been developed. These 
theories supposedly take complete advantage of the fluctu- 
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ations in the market. But history prove that it is impossible 
to predict stock-market activity with sufficient accuracy to 
provide a safe base for stock-market trading. It is of inter- 
est to examine some market forecasts of September 1929 
just before the greatest depression in history: “Basic con- 
ditions remain sound.” “With the averages again in new 
high grounds the market is signalizing undiminished con- 
fidence in sustained prosperity and utter disregard over the 
growing consumption of credit at abnormally high inter- 
est rates.” “Every present indication now points to 1929 as 
a record breaking year for general trade and corporate 
profits.” 

The following forecast was published in October 1929: 
.. we do not foresee a bear market in the old sense of 
the word. We have stated above that fundamentals are 


sound, credit excepted. As long as that condition exists. 


+. 


there can be no real or long depression in security prices.” 

Another decline which reached major proportions was 
that of 1937-1938. The following forecast was published in 
September 1937 just before a severe decline in security 
values: “Encouraging business prospects for remainder of 
the year more than offset present factors of uncertainty 
and maintenance of invested position is warranted.” “Con- 
tinuation of the recent rate of decline [of stock prices] is 
not to be expected .. . We do not believe that the long per- 
iod of recovery which began in 1932 has come to an end.” 

It is not the purpose of this article to review the various 
methods of forecasting. It is sufficient to say that no method 
of forecasting that is unconditionally reliable has yet been 
developed. Investors’ decisions have a tendency to be 
biased by an infinite number of reasons and motives. The 
very fact that individual feelings and emotions are in- 
volved precludes any certainty of successful timing, which 
in turn precludes any definite positive results in fund man- 
agement. 

The ideal conditions under which all investors would like 
to operate would be to sell when prices are highest and buy 
when they are lowest. Strictly for illustrative purposes, let 
us assume that there exists somewhere in this land an in- 
dividual who can read the tea leaves well enough to predict 
future market fluctuation with perfect accuracy. Let us 
also assume that this individual invested $100,000 in Janu- 
ary 1920, and that he managed his fund of aggressive and 
defensive securities according to his infallible predictions. 
The following are the amazing results that he would have 


achieved. ' 


Value at end 
of period 
100,000 
600,000 
600,000 
2,838,000 
2,838,000 
4,599,000 
4,599,560 
10,211,023 


Invest in 


Defensive SS 
Aggressive 
Detensive 
Aggressive 
Detensive 
Aggressive 
Detensive 
Aggressive 


Start with 


100,000 
100,000 
600,000 
600,000 


Period 
1920-21 $ 
1921-29 
1929-32 
1932-37 


4,599,560 
4,599,560 
These results show that, if an investor had known pre- 
cisely when to adjust the proportions of defensive and ag- 
gressive funds depending upon the market movements, his 
fund would have increased to 100 times its original value. 
It is, of course, impossible to predict accurately such spe- 
cific market movements. However, the example clearly il- 
lustrates the magnitude of the problem of investment tim- 
ing. 
Another method of investment timing is “formula plan- 
ning,” which has become increasingly popular with in- 
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vestment managers in recent years. The proponents of 
formula planning realize the extreme uncertainty in fore- 
casting methods, and also are well aware of the obvious 
and important deficiency of the “buy and hold” system 
which prevents taking advantage of market fluctuations 
through buying and selling of securities. Formula plan- 
ning is based on two axiomatic principles. These principles 
briefly stated are: 


(1) It is impossible to forecast security price move- 
ments accurately and consistently. 


(2) Security prices will continue to fluctuate, and the 
amplitude of fluctuation of some security types will be 


ereater than that of others. 


Generally, the essence of all formula plans is that the 
investment fund at all times shall consist of two portions— 
defensive and aggressive. The defensive portion consists 
of securities which have relatively small price fluctuations 
over the cycle. The aggressive portion consists of securities 
having considerable price volatility. 

As security prices rise, the defensive portion of the fund 
should be enlarged and the aggressive portion should be 
decreased, Concomitantly, when prices are falling, the ag- 
gressive portion should be enlarged and the defensive por- 
tions should be decreased. Although this is the general basis 
for all formula plans, there are three different methods of 
application. 


(1) The constant ratio or equalizing plan. Under this 
plan the fund is divided into aggressive and defensive por- 
tions. (For the purpose of this article a 50/50 ratio will be 
used, but it should be understood that any suitable ratio 
may be used.) Thereafter checks are made at appropriate 
intervals. If the fund, because of fluctuations in security 
prices, is not in the 50/50 ratio, then the appropriate ag- 
gressive or defensive securities are bought or sold to bring 
the fund to the original ratio. For example, if the aggressive 
or stock portion has increased in value until the ratio is 
60/40, then enough stocks will be sold and bonds pur- 
chased to return the ratio to 50/50. 


(2) The constant-stock-fund plan. In this plan adjust- 
ments are made to keep the aggressive fund constant in 
terms of dollar size. For example, if the aggressive portion 
of the fund appreciates $100, then $100 worth of aggres- 
sive securities are sold and an equal amount of defensive 
securities purchased. Such adjustments may be made only 
at predetermined intervals. 


(3) The sliding-scale plan. This plan differs from the 
other plans in that the ratios of the aggressive and defen- 
sive portions of the fund are varied as the market fluctu- 
ates, instead of remaining constant. For example, in a ris- 
ing market the aggressive segment becomes a smaller per- 
centage of the total fund, and as the market declines the 
aggressive portion becomes a greater part. These ratio 
changes are based on the principle that, as the market rises, 
it is getting closer to its peak, at which place it is best to be 
in a defensive position for protection against the decline in 
prices. The opposite is true when the market is declining, 
since, as the market declines, it is approaching the point 
where it is more likely to rise; at this point it is more de- 
sirable to be in an aggressive position with a larger per- 
centage in stocks. 
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An example of three alternative schedules of the ratios 
of aggressive to defensive portions of the fund for use in 
the sliding-scale plan is illustrated below: 


TABLE 1. SCHEDULES OF RATIOS* 
Zone Schedule 1 Schedule 2 
a ino 20/80 
| EELS 30/70 
Dee 35/65 40/60 
4 50/50 50/50 
Le 60/40 
TACOS 70/30 
ee ne 80/20 
* Adapted from a publication of Keystone Custodian Funds. 


Schedule 3 


30/70 
35/65 
43/57 
50/50 
57/43 
65/35 
70/30 


The zones were figured on the following basis: The Dow- 
Jones Industrial Stock Price Average (DJIA) was chart- 
ed on ratio scale paper, then six parallel equidistant lines 
were drawn in such a way that the top trend line cuts ap- 
proximately through the peaks of DJIA. (See chart.) 

The only period of any consequence above the top trend 
line was 1925 to early 1931. Similarily, the average was 
below the bottom trend line only from late 1931 to the 
middle of 1933. The trend lines indicate a strong upward 
secular direction in the level of stock prices as measured 
by DJIA. The six trend lines divide the area of fluctuation 
of DJIA into seven zones. The table below shows the 
points where the DJIA is cut by the trend lines in the select- 
ed years. 

TABLE 2. 


1930 
155.76 
135.60 
118.04 
102.77 

89.47 

77.88 


1897 
60.05 
§2.28 
45.51 
39.62 
34.49 
30.03 


Trend line 1947 


254.50 
221.63 
192.89 
167.91 
146.18 
127.25 





The sliding-scale plan is the most complicated of the 
three plans outlined, because there are so many possible 
variations which can be made to suit individual needs. 
There are, however, several general problems involved in 


all sliding-scale plans. For example, in Table 1 the proper 
schedule must be chosen, and the number and position of 
the zones must be arranged. When DJIA moves into a new 
zone the fund manager will change the aggressive-defen- 
sive ratio as called for by the plan (Table 1). This type of 
adjustment is called an interzonal adjustment. Intrazonal 
adjustments are also required. These are necessary when 


DJIA fluctuates enough to change the aggressive-defensive 
ratio, but yet the fluctuations are not of sufficient magni- 
tude to put it into a new zone and thus a new ratio. 

Another important consideration in the use of the slid- 
ing-scale plan is the extent to which transfers are made 
from the defensive to the aggressive portion when the trend 
in DJIA has reached a peak in Zone 7 and is on the way 
down. If transfers are made too rapidly while the market 
is on the way down, there will be a certain loss experience 
which could have been eliminated if the fund manager had 
waited until DJIA had reached the nadir of decline. To 
meet this difficulty the “half-way rule” has been suggested. 
Under this rule, when a decline starts from either Zone 7 
or Zone 6, no adjustment is made until and unless the de- 
cline goes “halfway.” When this point is reached an ap- 
propriate adjustment is made. If, for example, a decline 
starts from Zone 6, no adjustment will be made until DJIA 
reaches Zone 2. This includes intrazonal as well as inter- 
zonal adjustments. 

Similarily, when DJIA is in Zone 1, and after it has 
reached the bottom and is on an upward trend, there will 
be no interzonal or intrazonal changes until the averages 
reach Zone 3. At this time the ratio of 80/20 will be adjust- 
ed to 60/40. 

It should not be inferred that there is any such thing as 
the formula plan. Rather there is a formula timing prin- 
ciple upon which any number of plans may be designed 
to meet the requirements of investors whose circumstances, 
objectives, and preferences may differ radically. 

It is important to recognize the fact that the require- 
ments of individual investors will probably always differ 
in some respect. Clearly, then, the plan should be designed 
expressly for the individual fund with due respect for these 
individual requirements. 

In the design of a formula plan the following factors 
must be considered: 


(1) Should the sliding-scale, the equalizing, or the con- 
stant-stock-fund method be chosen ? 


(2) If the sliding-scale plan is chosen, how should the 


trend lines be determined ? 




















DOW-JONES INDUSTRIAL AVERAGE 
18697-1947 


























4 i eo 2 »« 8 2 hsaSaial \\\\\\ a5 























February 1949 





(3) How wide should the zones be and how should they 
be determined ? 

(4) Should the trend lines be shifted annually or should 
they be permanent? 


(5) What should be the ratio between aggressive and 
defensive funds at the median point? 


_ (6) How should the aggressive fund be diminished in 
a rising market, and how should the defensive fund be 
diminished in a declining market? 


(7) Should the “half-way rule” or some variation of 
this rule be included as part of the plan? 


As an example of the application of the formula timing 
principle to particular funds, brief accounts of two actual 
formula plans, one employed by Vassar College and one 
by Yale University, are here presented.” 


Yale Plan. The defensive portion constitutes 70 per cent 
of the fund, and the aggressive portion 30 per cent. If, 
through market appreciation, the percentage of the ag- 
gressive segment rises to 40 per cent, thus making the de- 
fensive segment equal to 60 per cent, then enough aggres- 
sive securities are sold and defensive securities bought to 
bring the ratio to 35/65. If the market continues to ad- 
vance and the 40/60 ratio is again reached, the process is 
repeated. 

If the market declines so that the ratio is 15/85, then 
enough defensive securities are sold and aggressive securi- 
ties bought to bring the ratio to 20/80. If the market con- 
tinues to decline, the process is repeated. 

This schedule would require an advance of 55.5 per cent 
in stock prices to change the ratio from 30/70 to 40/60, 
and an advance of 23.8 per cent to change it from 35/65 
to 40/60. On the down side, a decline of 58.8 per cent 
would be required to change the ratio from 30/70 to 
15/85, and a decline of 29.5 per cent to change it from 
20/80 to 15/85.° To change the high-market ratio of 
40/60 to the low-market ratio of 15/85 would require a 
decline of 73.5 per cent, and to change from the low-market 
ratio of 15/85 to the high market ratio of 40/60 would 
require an advance of 277.7 per cent. 


Vassar Plan. The managers of this plan computed the 
average monthly mean price of DJIA from 1930 to 1938 





2 The Yale and Vassar materials are taken from H. G. Carpenter's 
Investment Timing by Formula Planning. 
%’ This assumes no change in absolute valuation of the defensive 


fund. 


as being 136.15. Accordingly, for the purpose of the plan, 
135 was assumed to be the point above which no stocks 
would be purchased. When the average reached 135 on a 
downward trend, the fund would be invested 50 per cent 
in common stocks (aggressive) and 50 per cent in bonds 
(defensive) and this commitment (of stocks) would be 


further increased as the average declined, as follows: 
Stocks Bonds 
lL. 
le 
Yi, 
none 








No stocks acquired during the period when DJIA was 
below 135 would be sold until DJIA reached 150 on the 
next upward swing. As DJIA rose above this point, the 
percentage of stocks would be reduced on the following 


Bonds 


5, 


% 
y 


- 
100% 


Stocks 








In the summer of 1938 Vassar College adopted this 
formula plan for the management of approximately one- 
third ($3,000,000) of the investment portfolio of the col- 
lege. From that time to November 1940, that portion of 
the endowment fund had appreciated to $3,433,101—a 
gain of $433,000 during a period in which there was no 
appreciable change in common-stock prices. DJIA stood 
at 133 on June 30, 1938, and at 134 on November 19, 1940. 


It is quite evident that the Vassar plan is designed to 
fit the moderate fluctuations of the 1937-1938 market, 
while the Yale plan is designed to fit the extreme fluctua- 
tions of the 1929-1932 market. If the market should fluctu- 
ate only within the limits set in the Vassar plan, its results 
will surpass those of the Yale plan. But if the market should 
fluctuate widely, the results of the Yale plan will be super- 
ior to the results of the Vassar plan. 

It should be emphasized that formula planning is not 
here presented as a final answer to the problem of invest- 
ment policy. From the nature of things there can be no 
final answer to the problem of investment policy. Formula 
planning has to do only with timing. The selection of 
proper investment media and the determination of suitable 
objectives are beyond its scope. Increased attention has 
been given to formula planning because of the realization 
that business and economic forecasting is difficult or im- 
possible, and because of a belief that investors’ decisions 
pursuant to a previously determined pattern or plan will 
probably be more satisfactory than those based on the op- 
timism or pessimism of the moment. It is in essence an 
attempt to avoid the pitfalls of mass psychology. 





CURRENT BUSINESS TRENDS IN OREGON 


BANK DEBITS 


Number of 


anks Debits 
Dec. 1948 
$965,289,843 
592,216,175 
71,856,724 


Marketing Districts Reporting 


Oregon 
Portland (Portland, Hillsboro, Ovegen =) 
wer Willamette Valley (S (Salem, McMinnville, etc. )..... 





Dec. 1948 
compared with 
Dec. 1947 Nov. 1948 Dec. 1947 
$989,721,255 2.47% 
617,874,654 F 4.15 
71,809,828 55 + 06 


Debits 
Nov. 1948 
$1,037,759,309 
672,494,437 
75,278,269 


Debits 


4 


sper Willamette Valley (Albany, Corvallis, Eu ene,etc.) 
North Lovepes Se — (Astoria, illamook, | TE 





oe Oregon Ashland, Medford, Grants Pass)....... : 
Upper Columbia River (The Dalles, Hood River, etc.)..... 
Pendleton area s 





Central Oregon (Bend, Prineville, Redmond) 





Baker, La Grande area 








1 
& 
a Falls, Lakeview area 
] 


Burns, Ontario, Nyssa 
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AOS OASIS 


89,360,293 
20,004,867 
26,416,786 
40,655,927 
19,418,965 
23,313,492 
17,688,675 
31,943,799 
20,024,572 
12,389,568 


91.886,795 
19,586,898 
20,189,980 
40, 556, 976 
19,243,384 
19 930, 326 

13,764,430 
30,851,397 
22,617,037 
11,359,380 


90,341,555 
21,058,295 
21,121,881 
52,301,004 
16,144,215 
18,337,399 
16,767,947 
32,056,900 
18,725,650 
13,181,927 
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